PURPOSE The aim of this exploratory study is to provide insights into the current roles and responsibilities of the internal audit (IA) function and the factors perceived to be necessary to ensure its effectiveness. The current performance evaluation practices of IA are also examined. DESIGN/METHODOLOGY/APPROACH Semi-structured interviews were utilised to elicit the perceptions of key corporate governance actors about the evolving role of IA, as well as IA effectiveness, in terms of its design, measurement, and evaluation. FINDINGS The results of the study suggest significant expansion and refocus of the role of IA and perceptions of its effectiveness. However, the findings also suggest that performance evaluation mechanisms of IA have not evolved contemporaneously. The misalignment between the role and evaluation gives rise to difficulty in assessing the extent to which IA functions are meeting stakeholders' expectations. PRACTICAL IMPLICATIONS The findings are useful in informing the deliberations of regulators and standard setters, as well as providing a benchmark for internal auditors and audit committees. The insights are also relevant for external auditors who are required to consider various aspects of corporate governance, including the objectivity and quality of IA. ORIGINALITY/VALUE The use of semi-structured interviews facilitates an in-depth insight and understanding of the perceptions of roles, effectiveness and evaluation of IA and adds depth to the predominantly questionnaire based survey approach of prior studies.
INTRODUCTION
In the aftermath of corporate scandals and the global financial crisis, corporate governance has received significant attention from regulators and the public. Regulatory responses have focused on increasing disclosure requirements relating to corporate governance and this has, in turn, driven increased awareness and demand for internal assurance on corporate governance processes, including internal control and risk management. Given its unique position within the organisation, the internal audit function (IAF) is well placed to provide this assurance and is an integral component of the corporate governance mosaic.
A number of recent studies (e.g. Gramling et al., 2004; Carcello et al., 2005; Sarens and De Beelde, 2006; have reported significant changes in the role of the IAF as a result of recent regulatory reforms in the U.S., U.K., and Australia (e.g. Sarbanes- Oxley Act in the U.S. in 2002). These studies call for further research into the changing nature and effectiveness of the IAF from the perspectives of key corporate governance parties in varying geographic and regulatory contexts. Calls have also been made for alternative research methods (e.g. Goodwin-Stewart and Kent, 2006) to be employed, in addition to the predominantly archival and survey approaches of prior studies, to provide an in-depth insight and extend our understanding of the roles of the IAF. The present study aims to contribute to the literature by responding to these calls.
Semi-structured interviews were used to elicit the perceptions of key corporate governance actors in relation to the evolving role of internal audit, as well as internal audit effectiveness, in terms of its design, measurement and evaluation in the current Australian context. These data will be useful in informing the deliberations of regulators and standard setters (e.g. Internal Audit Standards Board), as well as providing a benchmark for practitioners (e.g. chief audit executives and audit committee members). It has also been suggested that clarifying the roles and responsibilities of the IAF will assist its communication with other corporate governance stakeholders such as the audit committee (AC) (AICD et al., 2008) . The insights are also relevant for external auditors who are required under International Standards on Auditing (ISAs) to consider various aspects of corporate governance, including the IAF's objectivity and quality when assessing an entity's control environment and/or potential reliance on the work of the IAF (ISA 315 and 610).
Lastly, it is hoped that the findings will prompt further consideration of current evaluation practices of IAF quality and effectiveness in meeting stakeholder expectations.
The remainder of the paper is structured as follows: Section 2 provides a review of the extant literature relating to the IAF, its roles, effectiveness and evaluation, while developing the research questions for the present study. In Section 3, the research method employed is outlined. Section 4 presents the findings, and finally, conclusions and suggestions for further research are provided in Section 5.
LITERATURE REVIEW AND DEVELOPMENT OF RESEARCH QUESTIONS
Increasing attention on the IAF, its expanding roles (Spira, 2003; Carcello et al., 2005) , its establishment in a growing number of organisations (Arena and Azzone, 2007) , and an increase in its size (Ernst & Young, 2007) have been observed over recent years. Studies have also provided support for the importance of the IAF and its ability to contribute towards quality corporate governance, through its oversight role, its improvements to the control and monitoring environment and its potential to mitigate fraud risk (Beasley et al., 2000; Coram et al., 2008 
INTERNAL AUDIT FUNCTION AND ITS ROLES
Although there are presently no mandatory requirements for companies to have an IAF in Australia 3 , specific references are made in the Australian Securities Exchange (ASX)
Corporate Governance Council (CGC) Guidelines (2010) to the IAF and its role. The ASX CGC Guidelines advise that an IAF will generally carry out analysis and independent appraisal of the adequacy and effectiveness of a company's risk management and internal control system. Similarly, the professional bodies (AICD et al., 2008) suggest that the IAF acts as an agent for the AC and provides independent and objective assurance to the AC on internal corporate governance, risk management, internal control and compliance.
Despite increased corporate governance disclosure requirements (e.g. AC charter), no similar requirements exist for the IAF or its charter. Given that companies are not required to make disclosures about their IAF charter (if one exists), researchers are limited in their ability to examine the roles and responsibilities of the IAF using publicly available information. Consequently, prior research (e.g. Carcello et al., 2005; Castanheira et al., 2010) into the roles of the IAF has been mainly facilitated through surveys of chief audit executives (CAEs). These studies indicate that "the nature of internal audit activity today typically includes risk assessment, control assurance, and compliance work, all of which map directly into corporate governance" (Gramling et al., 2004, p. 196) . Other areas include consulting to management, and the performance of quality, health, safety and environmental audits.
Although the recent regulatory reforms in Australia have not directly addressed the role of the IAF, reforms addressing issues such as the independence requirements of the external auditor and the duties and greater compliance requirements of the AC have inevitably resulted in an expanded role of the IAF (Hermanson, 2002; Carcello et al., 2005; CPA, 2005; Arena and Azzone, 2007; Nagy and Cenker, 2007) .
In light of the evolving role of the IAF (Spira, 2003; Carcello et al., 2005) , and specific calls for more comprehensive descriptions of the type and extent of work the IAF undertakes (Carey et al., 2000) , this study investigates the perceptions of key corporate governance stakeholders, namely audit committee chairs and CAEs on the role of the IAF by addressing the following research question:
RQ1:
What are the roles and responsibilities of the IAF and how have they changed in recent years?
EFFECTIVENESS OF THE INTERNAL AUDIT FUNCTION
Several studies have examined IAF characteristics (Paape et al., 2003; Leung et al., 2004; Arena and Azzone, 2007) . A number of these studies have related IAF characteristics to the effectiveness of its function. For example, in assessing the IAF's contributions to financial reporting quality, CAEs' evaluations are found to be positively related to the resources available to the IAF, including its size, and the level of expertise within the function (Mat Zain et al., 2006) . The status and position of the function and of the CAE have also been found to be positively related to CAEs' self-evaluations of their performance (Leung et al., 2004) . In investigating the effectiveness of in-house vs. outsourced functions, Coram et al. (2008) found that having a full or partial in-house IAF increases the likelihood of detecting and self-reporting fraud. The present study complements prior survey research by examining the notion of perceived effectiveness of the IAF through interviews with audit committee chairs and CAEs. Thus the construction of perceived effectiveness is examined by addressing the following research question: Despite increasing attention to the IAF's role within corporate governance, only limited research has examined the effectiveness of its function. In assessing the quality and effectiveness of the IAF, Gramling et al. (2004) suggest that consideration should be given to the party relying on work of the IAF, whether it be the AC, the external auditor and/or management. The authors suggest that quality may vary according to which party is using the work of the IAF.
Research to date has predominantly focused on the quality of the IAF from the external auditor's perspective (DeZoort et al., 2001) . Factors such as independence, objectivity and proficiency have been used as indicators of quality of the IAF (e.g. Messier and Schneider, 1988; Krishnamoorthy, 2002; Suwaidan and Qasim, 2010) and suggest that the extent of reliance the external auditor places on the work of the IAF is positively related to these factors.
Consequently, it has been acknowledged that evaluation of the IAF's performance needs to consider a wider set of measures, including the consideration of quality from the perspective of other actors in the corporate governance mosaic (Coram et al., 2008) .
Furthermore, in evaluating the IAF, it is important to be cognisant of the influential role the AC has in determining the quality of the IAF, given its resource allocation and oversight responsibilities pertaining to the IAF (Cohen et al., 2004; Gramling et al., 2004) .
There is thus significant potential and the need for further research into the performance evaluation practices of the IAF. As noted by Arena and Azzone (2007, p. 110) , "if companies are investing increasing efforts in developing internal auditing mechanisms, the investigation of their actual contributions can provide relevant insights on this issue". A number of recent studies (Carcello et al., 2005; Arena and Azzone, 2007; Coram et al., 2008) have directly called for further research to examine how IAF effectiveness is defined and assessed. This study responds to these calls and investigates IAF performance evaluation practices by addressing the following research question:
RQ3:
How is the effectiveness of the IAF evaluated?
RESEARCH METHOD
Evidence was collected through semi-structured interviews with six Audit Committee Chairs (ACCs) and six Chief Audit Executives (CAEs) 4 . The choice of the participants and the sample size is similar to other recent interview studies investigating the IAF (Sarens and De Beelde, 2006; Mat Zain and Subramaniam, 2007; Sarens et al., 2009 ). ACCs and CAEs were chosen as the most appropriate participants as they are considered to be in the best position to provide insights into the research questions outlined in section 2. Under current regulatory and best practice guidelines, the AC/ACC is the key internal corporate governance stakeholder with primary responsibility for the oversight of the IAF, and with whom the IAF has a direct relationship in terms of functional reporting lines.
The primary aim of employing semi-structured interviews is to gain in-depth insight into the perceptions of the individual interviewees and to develop a greater understanding of corporate governance processes (Gendron et al., 2004; Gendron and Bédard, 2006; Turley and Zaman, 2007; Beasley et al., 2009; Cohen et al., 2009 Gendron, 2009) , rather than to draw generalisations from the study. According to recent research on the use of purposive samples in qualitative inquiry, sample size should be determined by the concept of data saturation, which is the point at which data gathered in subsequent interviews no longer produces new thematic insights (Guest et al., 2006) . Guest et al. (2006) report that saturation is generally reached after 12 interviews, and that major themes are present after six interviews. In the present study, we found that all key themes were present in the initial three interviews and recurred in each of the subsequent interviews. 4 The term Chief Audit Executive refers to the individual in charge of the internal audit function within an organisation and may be referred to by other terms, such as the Chief Internal Auditor, Head of Internal Audit, Chief Audit Officer or Director of Audit. The ISPPIA defines CAE as: "The top position within the organisation responsible for internal audit activities. Normally, this would be the internal audit director… The term also includes such titles as general auditor, chief internal auditor, and inspector general."
THE PARTICIPANTS
Participants 5 were recruited from organisations across a range of industries as prior research indicates the need to consider the industry context in examining governance mechanisms (Beasley et al., 2000) . Table 1 [Insert Table 1 about here]
Seven respondent organisations participated in this study. Six of the organisations were in the top 150 ASX listed companies (average total assets of $6.9 billion), while one was a public sector entity (ORG5). Given the large size ($26 billion total assets) and nature of ORG5, as well as the mandatory requirement to have an AC in public sector entities 6 , it was considered that the organisation operates within a similar context to that of the top ASX 150 listed companies, and was hence included in the sample. Taking into consideration the number of boards each ACC sat on in the capacity of a director at the time of the interviews, the sample of organisations from which the ACCs drew their experience and comments increases to 15. The average experience of ACCs, as a director in the target organisation, was 9.5 years (range two to 13 years). For the IAFs, the length of in-house presence for those functions which were fully in-house or co-sourced averaged four years. Respondent CAEs had an average of ten years' experience in internal auditing.
DATA
Data were collected through semi-structured interviews, which were informed by the literature review and discussion with academic colleagues and senior representatives of the Institute of Internal Auditors -Australia 7 . The questions were designed to be as openended as possible so as to allow participants to articulate their responses without explicit boundaries and without imposing preconceived categorisations that inhibit responses (Fontana and Frey, 2005) . A non-directional style of questioning was employed in order to mitigate interviewer bias. Participants were asked if they had any further relevant areas of interest they would like to pursue after all issues were discussed.
A protocol was developed for recording and analysing the data from the interviews.
This process was undertaken to mitigate the primary disadvantage of in-depth interviews, that is, the inherent complexity in analysing free responses (O'Dwyer, 2004) . All interviews were attended by two researchers who simultaneously took notes and subsequently collaborated on combining their individual written responses. The combined responses were then categorised according to target issues. Digital audio recordings were used to clarify any contentious matters.
In order to validate the data collected, the combined interview summary, categorised by target issues, was emailed to each interviewee for approval. This allowed each interviewee to refine, clarify or add any relevant details. The final interview responses were then summarised individually, and within and across ACC and CAE categories. This facilitated the identification of themes by category by which the collected data was analysed. 
RESULTS

THE INTERNAL AUDIT FUNCTION AND ITS ROLES
Research Question 1 (RQ1) investigates the roles and responsibilities of the IAF in current practice and how these have changed over recent years.
All CAEs and ACCs interviewed perceived the development and performance of the annual IAF work plan to be a significant area of responsibility. CAEs are typically given the responsibility for developing the work plan with input from the AC and in consultation with other stakeholders, including senior management and the external auditor. CAEs reported that the annual work plan focuses on the examination of a limited number of issues, primarily selected on the basis of risk prioritisation.
Limited references were made in the interviews to the IAF's role in the financial statement audit or purely financial auditing. In elaborating on items contained within the audit plan, participants across all organisations heavily emphasised the IAF's role in compliance and particularly operational audits based on risk. All CAE participants reported that they have full and free access to all areas within the organisation to perform activities including testing of internal controls, compliance work (generally regulatory e.g. ASX CGC
Guidelines, occupational health and safety requirements) and evaluating risk management processes. CAE2 noted that the IAF's work revolves around IT and business aspects incorporating operational and compliance issues with a trend towards risk management activities.
Another primary responsibility reported by all ACCs was the IAF's role in supporting the AC in its duties. A key part of this role is the provision of an independent assessment of risk management and risk processes within the organisation. ACCs reported that they place substantial reliance on the IAF in order to be able to perform their duties. As ACC6 It became evident during the interviews that there was a difference in the respondents' emphasis on aspects of the IAF's roles. CAEs emphasised consulting (or business aligned) aspects, while ACCs emphasised assurance related aspects. This has latent implications for the independence of the IAF (and hence the quality/objectivity of the assurance provided to the AC) given the potential for conflict between these two aspects of the IAF's role. This divergence in emphasis would also have implications for the IAF's performance evaluation, and should be taken into consideration in the process.
It is worth noting that while none of the CAEs interviewed spoke of the IAF having responsibility in relation to the whistleblower system, two of the ACCs (ORG1 and ORG3) considered the IAF to be the ideal conduit for administering the system as "it is critical for a whistleblower to have access to someone outside of management" (ACC3). While this issue
was not examined specifically by the present study, it highlights a potential area for future research as, for example, the Sarbanes-Oxley Act in the U.S. bestows responsibility for designing and implementing a whistleblower system on the AC. Although no such mandatory requirement exists in Australia, it has been suggested that the IAF may be instrumental in assisting the AC in this regard (Moeller, 2009 This is consistent with similar findings in recent studies (Sarens and De Beelde, 2006; . Three of the respondent organisations had also switched to in-house functions in the last three to six years which was perceived as contributing to increased visibility and status of the IAF within the organisation.
Lastly, when asked to comment on their future expectations relating to changes in the role of the IAF, both ACCs and CAEs indicated that they expect the IAF's role to develop an even greater focus on risk issues in the future with a move towards "just-in-time or real-time monitoring" (CAE5). Several respondents also indicated a role for the IAF in business improvement processes and efficiencies within the organisation, particularly given its privileged position and wide access within the organisation. As CAE1 explained, the IAF "looks at how each business unit identifies and manages the baseline and process level risk, and ensures adequacy of key processes, driving efficiency and effectiveness gains and making sure they are maintained". ACC1 and ACC5 also indicated that in the future, they would expect the IAF to add value and contribute to business performance through business improvement initiatives and identification of financial opportunities for the business. satisfied' that the IAF plan is linked to the agreed risk profile for the company. The findings from the present study are that the IAF is not responsible for risk identification or risk profiling, with unanimous agreement that this is management's responsibility. Rather, the IAF's role is to provide an independent review of risk processes and ensure that risk mitigating controls are in place.
EFFECTIVENESS OF THE INTERNAL AUDIT FUNCTION
Research Question 2 (RQ2) investigates the key factors perceived to contribute to IAF effectiveness. The factors identified by the participants as instrumental in contributing to perceptions of effectiveness in this section relate to the structure, status, and relationships of the IAF, along with human resources, in terms of staffing and competencies.
In-house versus Outsourced Internal Audit Function
As discussed under Section 4.1 above, a shift to in-house functions for three of the seven organisations contributed to positive perceptions of the IAF's effectiveness, which is likely the result of increased visibility and profile. This supports the suggestion by Coram et al. (2008) In the organisations where a co-sourced arrangement for the IAF was in place, participants perceived that such an arrangement allowed the IAF to achieve effectiveness in its performance through having access to a wide range of expertise and geographic reach that was not possible through the use of a purely in-house function. It is significant that ACCs considered it important to have a central point of contact and accountability within the organisation (the CAE) when such an arrangement was in place.
Staffing and Competencies
Characteristics relating to the human resources of the IAF were brought up consistently by Respondents also drew attention to the importance of the CAE's characteristics.
ACCs noted heightened expectations of the CAE and the quality of the person in the role.
They emphasised that a good CAE is able to work with other stakeholders in the organisation and is not afraid to voice his or her opinion even in controversial situations. As ACC3 stated, it is necessary to have a "good CAE who is able to command the confidence and respect of the people out in the field so as to be able to gain access and cooperation". Attention was also drawn to the fact that the role of the CAE can be an isolated one and that the support of the AC is necessary in this regard. As some of the respondent CAEs have been in their position for a number of years, issues were raised about whether there was a need to have a limited tenure and a rotation of the CAE, as well as more certainty in the career path of a CAE.
In summary, the results of the study highlight the emphasis placed on having the right people with the appropriate skills (particularly accounting and IT) in the IAF and especially in the role of the CAE. This supports the findings from Ernst & Young (2007, p. 2) that "people are still the foremost challenge" for IAFs. Further, the results confirm the findings of prior studies that perceptions of IAF effectiveness are related to the level of expertise within the function (Mat Zain et al., 2006) and the support, status and position of the IAF (Leung et al., 2004; Mat Zain and Subramaniam, 2007) . It is also worth noting that the issue of the career path of the CAE came up in several interviews and may be an area for future research.
Relationships with Stakeholders, Organisational Status and Support
The relationships of the IAF, particularly with the AC and senior management, in terms of support and appropriate reporting lines are perceived to be crucial in contributing to IAF effectiveness by ensuring independence and objectivity.
IAFs across respondent organisations, with the exception of CAE2, report directly to the AC/ACC, with administrative reporting to senior executives including the CFO or the Chief Risk Officer. CAE2 reports directly to both the CEO and ACC for all functional matters. CAE1 noted that as a result of the introduction of the ASX CGC Guidelines (2003), the reporting line for the IAF to the AC (as opposed to the CFO) had become much clearer.
He also added that "the CFO would be tempted to use the IAF as a free resource to save costs" (particularly given the regulatory requirements for the CFO to sign off on the financial statements) if the IAF was to report directly to the CFO. CAEs considered the AC critical to the protection of their independence and objectivity by ensuring their job security. CAE2
stated that "in all reality [we] would not be able to perform the function properly" without AC support.
Both ACCs and CAEs perceived that it is necessary for the AC to elevate and protect the status and visibility of the IAF within the organisation by providing the appropriate platform for the IAF to present findings at AC meetings. This sends the signal that the IAF is an important function within the organisation and its work is not meant to be taken lightly.
Further, the AC empowers the IAF and is used "as a hammer to chase management on outstanding issues if necessary" (CAE2). CAEs considered that the AC reviewing and approving the IAF work plan, scope and budget, provides support to the IAF and "gives credence to the IAF reports" (CAE2). ACs also ensure that the IAF is adequately resourced, including approving the use of external resources as necessary, which "sends the signal that the IAF is well supported" (ACC3).
Apart from providing a forum for the IAF to be heard, ACCs also indicated that they into the nature of the support and interactions between the AC and the IAF and are generally consistent with post-regulatory reform studies in the U.S. (Beasley et al., 2009; Cohen et al., 2009 ). The results also provide support for the importance of establishing explicit reporting lines for the CAE (Mat Zain and Subramaniam, 2007) , and the finding that a majority of CAEs report directly to either the AC alone, or to both the CEO and the AC (Leung et al., 2004) . The present study also provides context and depth for considering Cohen and Sayag's (2010) report that top management support is the most crucial to the operation and success of the IAF, in showing how the AC is a crucial link in this process.
EVALUATING THE INTERNAL AUDIT FUNCTION
Research Question 3 (RQ3) examined the performance evaluation practices of the IAF.
While this varies across organisations, the AC or ACC typically has input in the process, and is generally responsible for determining the CAE's salary and bonus. CAEs self-report the performance of the IAF in relation to internally and externally developed guidelines, particularly from the ISPPIA.
The most commonly employed measures of effectiveness relate to the efficiency of the IAF with regard to the annual IAF work plan, in terms of completion of planned audits and timely completion of the work plan, as well as measures of acceptance and adoption of IAF recommendations. It is noteworthy that value-tracking in terms of cost savings or value creation as an IAF performance metric was only raised by CAE1, although ACC1 and ACC5
indicated that it is likely to become an important criterion. ACC2 recounted that a key consideration, particularly in the initial years of establishing an in-house IAF, was a costbenefit analysis of the value added by the IAF. 
ADDITIONAL ANALYSES
In order to provide a more holistic understanding of the IAF, respondents were asked to comment on the role of the external auditor, as a key external stakeholder. Respondents indicated on the whole that there was a good relationship between the two parties, with varying levels of mutual reliance between the IAF and the external auditor. External auditors typically had free access to the IAF's reports and working papers. There was consultation between both parties, as necessary, and work was coordinated in order to avoid duplication ("not replicating the wheel in undertaking the exact same project"), and to promote cost efficiency in some instances (ACC5), and/or to ensure smooth business operations and minimal disruptions in others (CAE1, CAE4). Our results complement Cohen et al.'s (2010) findings that external auditors perceive greater coordination with the IAF, increased stature, reliability and independence of the IAF as well as the importance of its role in assisting the AC.
While ACCs placed reliance on the work of the external auditors, they tended to rely more on the IAF for assurance and comfort as the IAF is 'internal'. Tensions in the relationship with the external auditor in relation to issues with the audit fees were reported.
As ACC3 pointed out, "auditors these days never believe that their fee is sufficient", and there are always things that occur which require the external auditor to do additional work for an additional fee. ACC4 similarly noted that "the external auditor running over budget creates natural pressures" and that tensions occasionally arise in the planning process as the "external auditor or IAF want to do their own thing and push themselves apart or push issues to each other". In summary, while there is an overall cordial relationship between the external auditor and IAF, "it could be better" (CAE4), as there is value to be had in improving the dialogue between these key corporate governance mechanisms (ACC4).
CONCLUSION
The paper aims to provide insights into the roles and responsibilities of the IAF as well as the characterisation of its effectiveness and performance evaluation practices. We find that that the IAF has experienced an expansion and refocus of its role within the corporate governance mosaic. This is generally attributed to recent regulatory changes, increased awareness of the value of a quality IAF, overall cultural shifts, as well as the increased quality of the individuals in the key roles within both the IAF and the AC. We also report diversity in the 
